










































































BLOOMINGTON FIRE DEPARTMENT RELIEF ASSOCIATION

BLOOMINGTON, MINNESOTA

3. Deposits and Investments

B.

Investments

Foreign Currency Risk (Continued)

Risk of loss arises from changes in currency exchange rates.

The Association’s

exposure to foreign currency risk at December 31, 2014, is presented in the following

table.
Stocks in
Country - Currency . Total ADR Stocks
Canada - Canadian Dollar $ 105,613 - $ 105,613
Germany - Euro 109,200 109,200 -
Ireland - Euro 75,117 - 75,117
Israel - Israeli Shekel 177,418 177,418 -
Japan - Japanese Yen 103,681 103,681 -
Switzerland - Swiss Franc 70,978 70,978 -
Totals $ 642,007 461,277 $ 180,730

In addition, of the Association’s holdings in mutual funds and the SBI’s Supplemental
Investment Fund Accounts totaling $140,482,907, the following are international equity

funds:

Fund

SBI International Share Account
Parr Financial Group (various funds within account)

Total

Fair Value

§ 14,638,174
1,769,956

$ 16,408,130

While the managers of the SBI’s Supplemental Investment Fund Bond Market Account
invest primarily in the U.S. bond market, some are authorized to invest a small portion
of their portfolios in non-U.S. bonds. The aggregate holdings in non-U.S. debt are
expected to be no more than ten percent of the account at any point in time.
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BLOOMINGTON FIRE DEPARTMENT RELIEF ASSOCIATION
BLOOMINGTON, MINNESOTA

Net Pension Asset

The components of the net pension asset of the City of Bloomington at December 31, 2014,
were as follows:

Net Pension Asset

(@ (b) (a-b) (b/a)
Plan Fiduciary Net Position as a
Total Pension Plan Fiduciary Percentage of the
Liability Net Position Net Pension Asset Total Pension Liability
$ 133,798,748 $ 152,114,148 $ (18,315,400) 113.69%

Actuarial Assumptions

The total pension liability was determined by an actuarial valuation as of January 1,
2015, based on the measurement date of December 31, 2014, and using the following
actuarial assumptions. The plan has not had a formal actuarial experience study
performed.

e investment rate of return is six percent;

index salary increase is four percent;

e  Cost of Living Adjustment increase is based on increases in index salary;

e inflation rate assumption is built in to other rate assumptions;

o Entry Age Normal actuarial cost method; and

e  mortality assumptions for pre-retirement, post-retirement, and post-disability are:

Pre-retirement: RP 2000 Non-annuitant Table with white collar adjustment,
generationally projected using Scale AA, and set back two years
for males and females.

Post-retirement: RP 2000 Annuitant Mortality Table with white collar

adjustment, generationally projected using Scale AA for males

and females.

Post-disability: =~ RP 2000 Non-annuitant Mortality Table with white collar
adjustment, set forward eight years for males and females.
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BLOOMINGTON FIRE DEPARTMENT RELIEF ASSOCIATION
BLOOMINGTON, MINNESOTA

4. Net Pension Asset (Continued)

B. Long-Term Expected Rate of Return

The best-estimate range for the long-term expected rate of return is determined by
adding expected inflation to expected long-term real returns and reflecting expected
volatility and correlation. The capital market assumptions are per the actuary’s
investment consulting practice as of January 1, 2015.

Long-Term Expected

Asset Class Geometric Real Rate of Return
Cash 0.43%
Core Fixed Income 2.00%
Broad U.S. Equities 4.07%
Large Cap U.S. Equities 3.97%
Developed Foreign Equities 4.66%

C. Discount Rate

The discount rate used to measure the total pension liability was 6.00 percent. The
projection of cash flows used to determine the discount rate assumed that City
contributions will be made at the actual statutory contribution rate. Based on those
assumptions, the Association’s fiduciary net position was projected to be available to
make all projected future benefit payments of the current plan members. Therefore, the
long-term expected rate of return on pension plan investments was applied to all
periods of projected benefit payments to determine the total pension liability.

D. Sensitivity Analysis

The following presents the net pension asset calculated using the discount rate of
6.00 percent, as well as what the net pension (asset)/liability would be if it were
calculated using a discount rate that is one-percentage-point lower (5.00 percent) or
one-percentage-point higher (7.00 percent) than the current rate:

1% Current 1%
Decrease Discount Increase
(5.0%) Rate (6.00%) (7.0%)
Net Pension (Asset)/Liability $ 4,697,001 $  (18,315,400) $ (36,420,891)
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BLOOMINGTON FIRE DEPARTMENT RELIEF ASSOCIATION
BLOOMINGTON, MINNESOTA

Risk Management

The Association is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors; and omissions. The Association manages its risk of loss
through the purchase of commercial insurance. There were no significant reductions in
insurance from the previous year, nor have there been settlements in excess of insurance
coverage for any of the past three fiscal years.
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BLOOMINGTON FIRE DEPARTMENT RELIEF ASSOCIATION

BLOOMINGTON, MINNESOTA

EXHIBIT A-1

SCHEDULE OF CHANGES IN NET PENSION ASSET AND RELATED RATIO

Fiscal Year

Total Pension Liability
Service cost
Interest on the total pension liability
Economic/demographic gains or losses
Benefit payments
Net change in total pension liability

Total Pension Liability - Beginning

Total Pension Liability - Ending (a)
Plan Fiduciary Net Position
Employer contributions
Net investment income
Benefit payments
Pension plan administrative expense
Net change in plan fiduciary net position

Plan Fiduciary Net Position - Beginning

Plan Fiduciary Net Position - Ending (b)

Net Pension Asset - Ending (a)-(b)

Plan Fiduciary Net Position as a Percentage

of the Total Pension Liability

Covered Payroll *

Notes:

2014

$ 3,047,649
7,443,533
(1,567,433)
(4,566,912)

$ 4,356,837
129,441,911

S 133798748

$ 3,170,255
9,982,524
(4,566,912)
(83,410

$ 8,502,457
143,611,691

5 152114148

$  (18,315,400)

113.69%

$ 10,110,384

This schedule is built prospectively until it contains ten years of data.

*Covered payroll is based on the assumption that each active plan member earns the most recent salary rate of the highest paid
non-officer police officer in the City of Bloomington. Because all active plan members are volunteers, there is no actual

payroll.

(Unaudited)

The notes to the required supplementary information are an integral part of this schedule. Page 20



BLOOMINGTON FIRE DEPARTMENT RELIEF ASSOCIATION
BLOOMINGTON, MINNESOTA

EXHIBIT A-2
SCHEDULE OF EMPLOYER CONTRIBUTIONS
AND OTHER CONTRIBUTING ENTITIES
Fiscal Year Actuarially Actual Contribuiton
Ending Determined Employer Deficiency Covered
December 31 Contribution Contributions (Excess) Payroll*
2005 $ 1,376,446 $ 2,162,105 $ (785,659) $ 8,517,612
2006 361,942 1,447,592 (1,085,650) 8,721,504
2007 (520,335) 517,023 (1,037,358) 8,672,256
2008 (150,559) 439,902 (590,461) 9,970,800
2009 3,451,507 372,096 3,079,411 10,235,736
2010 3,316,111 3,625,942 (309,831) 9,790,704
2011 2,105,542 3,486,392 (1,380,850) 10,059,924
2012 2,199,801 2,214,206 (14,405) 9,069,840
2013 3,016,121 2,312,826 703,295 9,668,988
2014 1,630,173 3,170,255 (1,540,082) 10,110,384

*Covered payroll is based on the assumption that each active plan member earns the most recent salary rate of the highest paid
non-officer police officer in the City of Bloomington. Because all active plan members are volunteers, there is no actual payroll.

(Unaudited)

BLOOMINGTON FIRE DEPARTMENT RELIEF ASSOCIATION
BLOOMINGTON, MINNESOTA
EXHIBIT A-3

SCHEDULE OF INVESTMENT RETURNS

Annual money-weighted rate of retumn net of investment expense.

Fiscal Year Annual Return

2014 7.01%
Note:

This schedule is built prospectively until it contains ten years of data.

(Unaudited)

The notes to the required supplementary information are an integral part of this schedule. Page 21
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BLOOMINGTON FIRE DEPARTMENT RELIEF ASSOCIATION
BLOOMINGTON, MINNESOTA

NOTES TO THE REQUIRED SUPPLEMENTARY INFORMATION
FOR THE YEAR ENDED DECEMBER 31, 2014

Significant Plan Provision and Actuarial Methods and Assumption Changes

From 2005 to 2014 there were no significant changes to plan provisions or actuarial methods and
assumptions, with the following exception:

2005
The interest rate of return assumption was changed from 5 to 6 percent per annum. In addition,
the payroll increase and the COLA increase assumptions were changed from 3.5 to 4 percent
per annum.

The unfunded accrued liability amortization method and period changed from a level dollar
amount to December 31, 2010, and a closed amortization approach to a 20-year rolling end
date. Under the 20-year rolling end date approach, whenever the actuarial accrued liability
initially exceeds current assets, the initial unfunded actuarial accrued liability is amortized as
a level dollar amount over 20 years. Subsequent changes in the unfunded actuarial accrued
liability that results from actuarial gains and losses, assumption changes, and plan
amendments will generate a base that shall be amortized as a level amount over 20 years from
the date of the establishment of the base. Otherwise, 10 percent of the excess of current assets
over the actuarial accrued liability is treated as a supplemental credit and any amortization
bases that existed prior to the plan’s current assets exceeding the actuarial accrued liabilities
are considered fully amortized.

[\
—_

2

The index salary increases (salary increases) were reduced from four percent per annum to
two percent per for one year, 2013, and resume at four percent per annum thereafter.

The COLA increases, previously four percent per annum, are now based on increases in index
salary.

Mortality assumptions were changed:
Previously, pre-retirement, post-retirement, and post-disability mortality assumptions

were based on the 1971 Group Annuity Mortality Table, without margins, projected to
1976 by Scale E for males, set back seven years for females.
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BLOOMINGTON FIRE DEPARTMENT RELIEF ASSOCIATION
BLOOMINGTON, MINNESOTA

Significant Plan Provision and Actuarial Methods and Assumption Changes

2012 (Continued)
Currently, the assumptions are:
Pre-retirement: RP 2000 Non-annuitant Table with white collar adjustment,
generationally projected using Scale AA, and set back two years for males

and females.

Post-retirement: ~ RP 2000 Annuitant Mortality Table with white collar adjustment, for
males and females.

Post-disability: RP 2000 Non-annuitant Mortality Table with white collar adjustment, set
forward eight years for males and females.

Methods and Assumptions Used in Calculations of Actuarially Determined Contributions

The Association is funded with contributions from the City of Bloomington. The actuarially
determined contributions in the Schedule of Employer Contributions are calculated as of the
beginning of the fiscal year in which contributions were reported.

The following methods and assumptions were used to calculate the actuarially determined
contributions reported in the most recent fiscal year end.

e The most recent actuarial valuation date is January 1, 2015.

e Actuarial cost is determined using the Entry Age Normal Cost Method.

e The actuarial value of assets is market value.

e The unfunded accrued liability is amortized using a 20-year rolling end date.

e Investment rate of return is six percent.

e Index salary increase is four percent.

e Cost of Living Adjustment increase 1s based on increases in index salary (four percent).

e The inflation rate assumption is built in to other rate assumptions.
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BLOOMINGTON FIRE DEPARTMENT RELIEF ASSOCIATION
BLOOMINGTON, MINNESOTA

Methods and Assumptions Used in Calculations of Actuarially Determined Contributions
(Continued)

e Mortality assumptions for pre-retirement, post-retirement, and post-disability are:

Pre-retirement: ~ RP 2000 Non-annuitant Table with white collar adjustment, generationally
projected using Scale AA, and set back two years for males and females.

Post-retirement: RP 2000 Annuitant Mortality Table with white collar adjustment,
generationally projected using Scale AA for males and females.

Post-disability: RP 2000 Non-annuitant Mortality Table with white collar adjustment, set
forward eight years for males and females.
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BLOOMINGTON FIRE DEPARTMENT RELIEF ASSOCIATION
BLOOMINGTON, MINNESOTA

SCHEDULE OF FINDINGS AND RECOMMENDATIONS
FOR THE YEAR ENDED DECEMBER 31, 2014

INTERNAL CONTROL OVER FINANCIAL REPORTING

PREVIOUSLY REPORTED ITEM NOT RESOLVED

Finding 2007-001

Internal Control/Segregation of Duties

Criteria: Management is responsible for establishing and maintaining internal control. This
responsibility includes the internal control over the various accounting cycles, the fair presentation
of the financial statements and related notes, and the accuracy and completeness of all financial
records and related information. Adequate segregation of duties is a key internal control in an
organization’s accounting system.

Condition: The Association uses an organization to make payments and transfers. The
Association has one individual who has the ability to authorize these transactions without the
approval of any other Board of Trustees member.

Context: It is not unusual for an organization the size of the Bloomington Fire Department Relief
Association to be limited in the internal control that management can design and implement into
the organization.

Effect: The Association is relying on controls of entities outside of the organization.

Cause: The size of the Bloomington Fire Department Relief Association and its staffing limits
the internal control that management can design and implement into the organization.

Recommendation: The Board of Trustees should be aware that segregation of duties is not
adequate from an internal control point of view. We recommend the Board of Trustees be mindful
that limited staffing causes inherent risks in safeguarding the Association’s assets and the proper
reporting of its financial activity. We recommend the Board of Trustees continue to implement
oversight procedures and monitor those procedures to determine if they are still effective internal
controls.
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Client’s Response:

The Bloomington Fire Department Relief Association Board of Trustees has identified and
continues to manage the segregation of duties as an inadequate internal control. Union Bank &
Trust serves as our financial custodian and our accountant Sharyn North, continues to provide
additional oversight of our daily operations through a consistent process of checks and balances.
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STATE OF MINNESOTA
OFFICE OF THE STATE AUDITOR

SUITE 500 )
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REBECCA OTTO SAINT PAUL, MN 55103-2139 state.auditor@state.mn.us (E-mail)
STATE AUDITOR 1-800-627-3529 (Relay Service)

COMMUNICATION OF SIGNIFICANT DEFICIENCIES
AND/OR MATERIAL WEAKNESSES IN INTERNAL CONTROL
OVER FINANCIAL REPORTING AND OTHER MATTERS

Board of Trustees
Bloomington Fire Department Relief Association
Bloomington, Minnesota

We have audited, in accordance with auditing standards generally accepted in the United States of
America, the financial statements of the Bloomington Fire Department Relief Association as of
and for the year ended December 31, 2014, and the related notes to the financial statements, which
collectively comprise the Association’s basic financial statements, and have issued our report
thereon dated March 17, 2015.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Bloomington
Fire Department Relief Association’s internal control over financial reporting (internal control) as
a basis for designing audit procedures that are appropriate in the circumstances for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an opinion
on the effectiveness of the Association’s internal control. Accordingly, we do not express an
opinion on the effectiveness of the Association’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent,
or detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or
combination of deficiencies, in internal control, such that there is a reasonable possibility that a
material misstatement of the Association’s financial statements will not be prevented, or detected
and corrected, on a timely basis.
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Our consideration of internal control was for the limited purpose described in the first paragraph
and was not designed to identify all deficiencies in internal control that might be material
weaknesses. Given these limitations, during our audit, we did not identify any deficiencies in
internal control that we consider to be material weaknesses. However, material weaknesses may
exist that have not been identified. Our audit was also not designed to identify deficiencies in
internal control over financial reporting that might be significant deficiencies. A significant
deficiency is a deficiency, or combination of deficiencies, in internal control that is less severe
than a material weakness, yet important enough to merit attention by those charged with
governance. The significant deficiency is reported in the Schedule of Findings and
Recommendations as item 2007-001.

Bloomington Fire Department Relief Association’s Response to the Finding

The Bloomington Fire Department Relief Association’s written response to the internal control
finding identified in our audit has been included in the Schedule of Findings and
Recommendations. We did not audit the Association’s response and, accordingly, we express no
opinion on it.

Purpose of This Report
This communication is intended solely for the information and use of management, the Board of

Trustees, and others within the Association, and is not intended to be, and should not be, used by
anyone other than those specified parties.

REBECCA OTTO GREG HIERLINGER, CPA
STATE AUDITOR DEPUTY STATE AUDITOR

March 17, 2015
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INDEPENDENT AUDITOR’S REPORT ON
MINNESOTA LEGAL COMPLIANCE

Board of Trustees
Bloomington Fire Department Relief Association
Bloomington, Minnesota

We have audited, in accordance with auditing standards generally accepted in the United States of
America, the financial statements of the Bloomington Fire Department Relief Association as of
and for the year ended December 31, 2014, and the related notes to the financial statements, which
collectively comprise the Association’s basic financial statements and have issued our report
thereon dated March 17, 2015.

The Minnesota Legal Compliance Audit Guide for Political Subdivisions, promulgated by the State
Auditor pursuant to Minn. Stat. § 6.65, contains three categories of compliance to be tested in
connection with audit of the Bloomington Fire Department Relief Association’s financial
statements: the deposits section of deposits and investments, conflicts of interest, and relief
associations. Our audit considered all of the listed categories.

In connection with our audit, nothing came to our attention that caused us to believe that the
Bloomington Fire Department Relief Association failed to comply with the provisions of the
Minnesota Legal Compliance Audit Guide for Political Subdivisions. However, our audit was not
directed primarily toward obtaining knowledge of such noncompliance. Accordingly, had we
performed additional procedures, other matters may have come to our attention regarding the
Association’s noncompliance with the above referenced provisions.

This report is intended solely for the information and use of those charged with governance and
management of the Bloomington Fire Department Relief Association and the State Auditor and is
not intended to be, and should not be, used by anyone other than those specified parties.
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REBECCA OTTO GREG HIERLINGER, CPA
STATE AUDITOR DEPUTY STATE AUDITOR

March 17, 2015
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